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I.  Executive Summary

•  Public Act 146 of 2000, known as the Obsolete Property Rehabilitation Act, became
effective June 6, 2000.  The Act provides an ad valorem property tax exemption for
commercial property and commercial housing property.

•  Only property in a qualified local governmental unit can qualify for a property tax
exemption certificate provided by the Obsolete Property Rehabilitation Act.  As of
October 2003, there are 103 qualified local governmental units.

•  Investment in a rehabilitated facility is exempt from property taxes except for local
school operating millage and the State Education Tax for up to twelve years.  The State
Treasurer may approve up to 25 certificates that exempt 50 percent of the school millages
for up to 6 years.

•  Since the inception of the program through January 2004, there have been 46 exemption
certificates statewide issued by the State Tax Commission.  Detroit has the most
exemption certificates (18), followed by Saginaw (5) and Muskegon and Pontiac (4).

•  The Obsolete Property Rehabilitation Act provides benefits to private developers by
reducing their taxes, allowing these funds to be used for debt service and enabling a
project to move forward.

•  Local units benefit by having vacant buildings redeveloped that might have remained
unused if not for the property tax exemption.  In some cases, office buildings may have
been unused for years. The property tax exemption is a tool that qualified local units can
use as an economic development incentive for private investment.

•  Costs include lost tax revenue that could be used to provide services for all taxpayers of a
local unit.  As with all economic incentive programs, there is always a question of cost
and whether the investments would have occurred without the incentives.

•  The estimated statewide cost of the Obsolete Property Rehabilitation Act in CY 2005 is
$3.4 million, if the projects would have gone forth without the exemptions. The Detroit
projects would have generated $2.8 million. Saginaw and Pontiac would have generated
$0.1 million each. Muskegon exemptions would generate an estimated $0.03 million.
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II.  Overview

MCL 125.2795(2) provides that the Department of Treasury must compile a report on the costs
and benefits of the Obsolete Property Rehabilitation Act (OPRA) three years after enactment.
The following report lists the costs and benefits for the three local units that have used this
program the most as well as for Michigan.

The Obsolete Property Rehabilitation Act became law under Public Act 146 of 2000.  Effective
June 6, 2000, OPRA provides an exemption from ad valorem property taxes for certain
commercial properties and commercial housing properties.  These properties must be located in a
qualified local governmental unit.

For a property to qualify under OPRA, it must meet specific criteria.  The property could be
considered blighted property, functionally obsolete or a facility where hazardous materials are of
concentrations in excess of mandated safety levels.  The Appendix contains the OPRA Act along
with more detailed definitions of obsolete property contained in the act.

OPRA provides an exemption for a rehabilitated property including buildings and improvements
located on leased land.  The exemption from ad valorem property taxes does not include the land
where the rehabilitated facility is located or for personal property other than buildings on leased
land.

A specific tax, the Obsolete Properties Tax, is levied on the owner of each rehabilitated facility
exempt under the act.  A two-step process is used to determine the total Obsolete Properties Tax.
In the first step, the total nonhomestead mills levied in the local unit where the property is
located is multiplied by the frozen taxable value of the rehabilitated facility including the frozen
taxable value of buildings on leased land, but excluding the taxable value of the land and other
personal property.

Frozen taxable value is defined as the taxable value for the December 31 immediately preceding
the effective date of the Obsolete Property Rehabilitation Exemption Certificate for the property
involved.

For the second step, the millage total used is the amount levied by the local school district for
operating purposes for the current year plus the State Education Tax (SET).  The value of the
property used for the second step is the current taxable value of the rehabilitated facility
including buildings on leased land but excluding the current taxable value of the land, the current
taxable value of other personal property and the frozen taxable value used in the final calculation
in step 1.  Multiplying the millage rate (local school operating and SET mills) and the calculated
value in step 2 provides the tax amount for step 2.  Adding the tax in step 1 and step 2 provides
the total amount of tax paid for the property.  An example is provided in the Appendix.

Additionally, the State Treasurer may exclude from the Obsolete Properties Tax up to 50 percent
of the mills levied for local school operating purposes and for the SET for up to six years.  A
millage reduction is allowed if the State Treasurer determines that reducing the millage is
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necessary to reduce unemployment, promote economic growth, or increase capital investment in
a qualified local governmental unit. The exclusion cannot exceed six years and only 25
exclusions can be granted each year statewide.

Essentially, the Obsolete Properties Tax provides an exemption for the amount invested in the
rehabilitated facility from millage levied in a local unit except for local school operating millage
and the SET, and where a reduction of school millage may be approved by the State Treasurer.

In July 2000, State Tax Commission issued Bulletin 9 of 2000 (STC 2000-9) to explain the
administration of the Obsolete Property Rehabilitation Act.  The bulletin provides greater detail
of the Act, how the tax is calculated and definitions that pertain to OPRA.  In the Appendix,
there is a direct weblink, if the reader is interested in more information.

For a property to be eligible for a tax exemption, it must be located in a qualified governmental
unit.  Section 2(k) provides the criteria that must be met to be considered a qualified local
governmental unit.  Note that there are separate qualifications for cities, townships, and villages.
A list of qualified local governmental units as of January 2004 is provided in the Appendix.
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III.  Benefits and Costs

As of January 2004, there are 46 OPRA exemption certificates statewide.  Detroit has the most
exemption certificates with 18, followed by Saginaw with 5 certificates and by Pontiac and
Muskegon with 4 certificates each (See Exhibit 1).

Exhibit 1
Detroit Leads State in Number of

OPRA Certificates Issued

According to the Michigan Economic Development Corporation, there are several benefits
associated with the Obsolete Property Rehabilitation Act.  The Kales Building, located in the
City of Detroit, is a $15 million rehabilitation project that will convert a long-time empty office
building into an 85-unit residential project. The tax incentives from OPRA reduce the property
taxes from approximately $550,000 per year to $77,000 for the first six years, and $155,000 for
the next six years.  The tax savings have two positive effects: 1) Allows for more private debt
financing to fund the project. 2) Improves the developer’s rate of return, making the project less
risky to undertake.

Another individual project is the Great Lakes Crossroads in the City of Saginaw.  The $1.6
million project will result in office space and a new restaurant upon completion.  Previously, the
blighted building had sat vacant for many years.

46

18

5 4 4

Michigan Detroit Saginaw Muskegon Pontiac
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The tax savings from OPRA provide an incentive to redevelop buildings that otherwise may
remain blighted, contaminated or functionally obsolete buildings.  By providing incentives to the
private sector to rehabilitate these buildings, the local unit of government is able to revitalize
older business districts.  The rehabilitation of older buildings reduces the demand to develop on
greenfield sites.  This reduces the pressure to build new roads or construct water and sewer lines
to service new developments.

The cost to state and local governments is the deferral of property tax revenue.  As mentioned
previously, rehabilitated facilities pay a reduced millage on new investment.  The new
investment millage rate is the 6-mill State Education Tax and local school operating tax.
However, the State Treasurer can provide an exemption of half the SET and half the local school
operating millage for up to 6 years.  All ORPA exemption certificates have been granted the
reduction in the SET and local school operating millage thus far.

Exhibit 2 provides the nonhomestead millage rates for the local units that have been granted
OPRA exemption certificates.  As Exhibit 2 shows, the 2003 nonhomestead millage rates vary
widely from 43.3 mills in Grand Rapids to 85.3 mills in Detroit.  Please note that for 2003, the
SET was reduced by 1 mill to 5 mills in exchange for an earlier collection date for most
townships. Also shown in Exhibit 2, is the potential for tax savings provided by OPRA.

Exhibit 2
2003 Nonhomestead Millage Rates

for Local Units with OPRA Exemption Certificates

Source: Michigan Department of Treasury

2003 2003 OPRA
Nonhomestead Millage Reduction

Local Unit Millage Rate on New Investment

Buena Vista Township 46.9264 35.4264
City of Albion 62.4144 50.9144
City of Bay City 63.7508 52.2508
City of Cadillac 58.0141 46.7391
City of Detroit 85.3025 73.8025
City of Grand Rapids 43.3405 31.8805
City of Ionia 48.6211 37.2361
City of Jackson 54.7166 43.2166
City of Monroe 52.4646 40.9646
City of Muskegon 55.2348 43.7348
City of Owosso 52.0605 40.6955
City of Pontiac 51.8949 40.3949
City of Saginaw 50.4302 38.9302
City of Wyandotte 65.0226 53.5776
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Exemption certificates submitted to the State Tax Commission provide an estimated amount of
investment that will be undertaken to rehabilitate the blighted facility.  If all the proposed
investment from OPRA certificates were made statewide, the estimated amount of deferred taxes
would be $8.8 million.  Proposed investment statewide for all OPRA certificates issued thus far
is $248.4 million with Detroit responsible for $221.7 million (89.2 percent). The two Book-
Cadillac Hotel restoration project certificates represent $146.5 million of the estimated $221.7
million proposed Detroit investment. At this time, it is uncertain as to when the proposed
investment for these two certificates will take place.  The statewide revenue loss would be $3.4
million excluding these two certificates.

Proposed investment in the other local units with higher usage of the OPRA program is more
modest.  In Saginaw, estimated investment is $3.1 million for the 5 OPRA exemptions, while
Pontiac is $6.1 million with their 4 certificates.  Muskegon proposed investment for its four
certificates is $1.3 million.

The estimated property tax loss for the local units is provided in Exhibit 3.  The loss does not
include the Book-Cadillac project in Detroit.  Detroit exemptions could decrease overall property
tax collections by $2.8 million, with Pontiac exemptions lowering property tax revenues by
$0.14 million and Saginaw exemptions decreasing property tax collections by $0.06 million.
Muskegon exemptions would lower property tax collections by $0.03 million.  These estimates
assume that the proposed investments are completed by the end of 2004.

Exhibit 3
CY 2005 Revenue Impact by Local Unit

Millions

$2.8

$0.14 $0.06 $0.03

Detroit Pontiac Saginaw Muskegon
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Local units must weigh the loss of tax revenue against potential gains to determine whether the
OPRA program is an overall benefit.  A key question is whether the investment would have
taken place without the OPRA tax incentives.  Participation in OPRA has increased in each of
the three years the program has been in place.  The development community is now taking
another look at property that has been contaminated, blighted or functionally obsolete.  The
program is accomplishing its objective: making these parcels of property more conducive to
rehabilitation.
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IV.  Appendix

Qualified Local Units of Government

CITIES

Adrian
Albion
Alma
Alpena
Ann Arbor
Bangor
Battle Creek
Bay City
Benton Harbor
Bessemer
Big Rapids
Bronson
Burton
Cadillac
Carson City
Caspian
Center Line
Cheboygan
Coldwater
Coleman
Crystal Falls
Dearborn
Dearborn Heights
Detroit
Dowagiac
East Lansing
Eastpointe
Ecorse
Escanaba
Ferndale
Flint
Gaastra
Gibralter
Gladstone
Grand Haven
Grand Rapids
Grayling
Hamtramck
Harbor Beach

Harper Woods
Hart
Hartford
Hazel Park
Highland Park
Holland
Inkster
Ionia
Ironwood
Iron Mountain
Iron River
Ishpeming
Jackson
Kalamazoo
Lansing
Lincoln Park
Livonia
Ludington
Manistee
Manistique
Marquette
Melvindale
Menominee
Midland
Monroe
Mt. Clemens
Mt. Morris
Mt. Pleasant
Muskegon
Muskegon Heights
Norton Shores
Norway
Oak Park
Omer
Onaway
Owosso
Pinconning
Pontiac
Port Huron

Portage
River Rouge
Saginaw
Sault Ste. Marie
Southfield
St. Louis
Sturgis
Taylor
Three Rivers
Traverse City
Trenton
Vassar
Wakefield
Warren
Wayne
Wyandotte
Wyoming
Ypsilanti
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Villages

Baldwin

TOWNSHIPS

Benton (Berrien)
Buena Vista (Saginaw)
Genesee (Genesee)
Mt. Morris (Genesee)
Redford (Wayne)
Royal Oak (Oakland)

State Tax Commission Bulletin 9 of 2000:

http://www.michigan.gov/treasury/1,1607,7-121-1751_2228_3538-7796--,00.html
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Example of Tax Calculation

Specific Tax Levied on Exempt Obsolete Property

Step 1

Total Millage Rate for All Taxing Units: 53 mills
Frozen Taxable Value of Total Real and Personal Property (including buildings on leased
land):  $150,000
Frozen Taxable Value of Buildings on Leased Land: $25,000
Frozen Taxable Value of Land: $20,000
Frozen Taxable Value of Other Personal Property: $20,000

Calculation:

Frozen Taxable Value of Total Real and Personal Property (including buildings on leased
land) minus Frozen Taxable Value of Land minus Frozen Taxable Value of Other
Personal Property multiplied by total millage rate.

$110,000 ($150,000 - $20,000 - $20,000)
x      .053 (total millage rate)
    $5,830 Step 1 Tax

Step 2:

Current Millage for Half of School Operating Purposes and State Education Tax: 12 mills
(assumes State Treasurer approves 50 percent reduction)
Current Taxable Value of Total and Real Personal Property of Rehabilitated Facility:
$200,000
Current Taxable Value of Buildings on Leased Land: $27,000
Current Taxable Value of Land: $21,000
Current Taxable Value of Other Personal Property: $22,000

Calculation:

Current Taxable Value of Total and Real Personal Property of Rehabilitated Facility
minus Current Taxable Value of Land minus Current Taxable Value of Other Personal
Property minus Frozen Taxable Value used in Step 1 multiplied by millage for local
school operating purposes and SET (may be reduced by half up to six years).

$ 47,000 ($200,000 - $21,000 - $22,000 - $110,000)
       .012 millage rate
      $564 Step 2 Tax

Final Step:

Total Obsolete Properties Tax = Step 1 Tax ($5,830) + Step 2 Tax ($564) = $6,394
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V. Obsolete Property Rehabilitation Act
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